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T o th e re a d e r
Management services by CPAs are now clearly established as
an area of public accounting practice and, as such, complement
and augment the more traditional auditing and tax work in many
CPA firms today.
Some CPA firms have made rapid progress in this relatively
new area of practice. While this progress is particularly notable
in the larger CPA firms, many of the smaller CPA firms also have
successfully turned their efforts in this direction.
At the same time, the vast majority of smaller CPA firms have
not made similar progress despite the desire to get started or
progress further into the field. The reasons for this lack of progress
are many, usually depending on individual circumstances.
How do we get started? Or, once started on a minor scale,
how do we continue to expand our practice of management
services? How did other firms of our size develop a significant
management services practice while we are still groping for the
“handle” to this phase of practice? These are questions
continually asked.
It is the purpose of this bulletin to provide ideas to help
practitioners get started in management services and to increase
the scope of their practices.
7

I n tr o d u c tio n
W hen the AICPA inaugurated its management services program
in late 1958, one of its principal purposes was to assist the
profession in "finding the handle” to management services. At
the time, this included study of such basic problems as what types
of services comprise management services and, more particularly,
the scope of such services that CPAs could appropriately render.
Also, some in the profession were groping for practical ways to
apply many of these management services to relatively small
business clients.
At present, the vast majority of the profession appears to have
achieved a better understanding of the scope of the CPA’s man
agement services function, and its application within the smaller
CPA firm’s practice. A survey of Institute members, dealing with
the growth of management services provides evidence of this fact.
The survey will be referred to later in this bulletin.
Nevertheless, in spite of the fact that most CPAs now have a
better understanding of what is meant by management services,
and recognize their important potential to the growth of their
practices and to the profitability of their smaller business clients,
many practitioners still find themselves confronted with a sizable
9

roadblock to progress. They ask, “How does a CPA get started in
management services practice?”
It has been the experience of the management services staff of
the AICPA, as well as the members of the committee on man
agement services by CPAs, over the last year or two that practi
tioners have sought the answer to this problem far more often
than to any other question in the field of management services.
Further, it is evident that some CPA firms have already made
relatively sizable investments in time and talent in an attempt to
get started—but, unfortunately, they have not made the progress
they had hoped. Others have tried to get started, have become
discouraged, and have abandoned their programs—at least for the
time being. These firms stand as evidence that the question of
how to get started in management services is not an easy one to
answer.
It would only be wishful thinking to expect this bulletin to
provide all firms with some sort of magic formula by which they
can immediately establish a profitable management services
practice. Since each firm’s individual circumstances, capacities
and clientele vary, a universal formula is an impossibility. The
purpose of this bulletin is to give practitioners who are seeking
to get started in management services the benefit of the experi
ences of other CPAs who have broken down the same barriers
that at one time also appeared so formidable to them. It is hoped
that the successful experiences of others—as well as some of their
mistakes in making their breakthrough in management services
practice—will prove valuable to other CPAs who are seeking ideas
on how to get started.
This bulletin is divided into three sections. Each is devoted to
one of the three principal problems that face practitioners in
getting started. Experience shows that the chances for success
are materially enhanced if each of these questions is carefully
evaluated. The practice of management services will probably
never prove successful, even over the short run—let alone grow
within a firm—if a formal management service program has not
been established and followed through. This generally cannot
be done unless the firm has carefully evaluated and answered
the following questions.
10

1. W hat services can we competently offer to our particular
clientele, both immediately and in the future?
2. Who will do the work—or, in other words, how will we
select and/or train partners and staff to perform the engage
ments?
3. How will we conduct the internal administration of our
management services activities? That is, how will we obtain
management services engagements, what will our fee struc
ture be, and will we have a continuously clear relationship
among the firm’s management services, audit, and tax
personnel?
Through careful planning, and by anticipating the problems
that are indicated by these questions, many CPA firms have
developed programs that enabled them to avoid false starts in
management services practice and to provide firm foundations
on which this area of practice has steadily grown.

11

S e c tio n I
W H A T M A N A G E M E N T S E R V IC E S
S H O U L D BE O FFE R E D ?

Many readers will recall that in 1956, and again in 1957, the
AICPA published pamphlets classifying management services
performed by CPAs. While their purpose was simple—that of
merely itemizing types of special services that had been performed
for clients by CPAs at one time or another—they were grossly
misinterpreted by a large number of AICPA members. The inter
pretation of this sizable group was that dll of the types of services
—almost sixty in number, which ranged to such specialized areas
as plant space utilization and traffic studies—should of necessity
be within the scope of a CPA’s competence and should be part
of his offerings to clients. While this inference has now been
corrected to a great extent with the help of other AICPA publi
cations, a strain of this type of thinking still exists among a number
of CPAs when it comes to breaking the inertia and getting started
in management services work. One of the biggest single deter
rents to a firm’s initial advance into the field is the erroneous
belief that the firm must be in a position to competently offer
its clients a wide variety of services, or it will waste its time in
management services work.
From the experience of others, this is just not true. There are
many successful individual practitioners that today offer their time
and advice in but one or two management services specialties.
Many smaller CPA firms have confined their initial management
services offerings to one or two areas and have met with immediate
12

success in management services practice. The point here is, of
course, that many firms appear to be awed by what they feel is
a hopeless lack of competence to offer all of the services they hear
certain of the national CPA firms are offering. W hat the practi
tioners may forget is that these firms had also originally started
on an extremely limited basis. Two of the “big eight,” today lead
ers in management services from the viewpoints of competence,
size of practice and remarkable growth, were quoted recently as
having had less than fifteen people in their management services
departments no more than eight or nine years ago. Today they
have from ten to fifteen times as many personnel. Did they offer
their clients as many services eight or nine years ago as they do
today? Obviously not. The smaller CPA firm seeking to get
started can do well, therefore, to take a cue from this experience.
It is not necessary to delay a start because it is felt that the start
must be big. It is just as logical to start small—the bigness can
follow.
The scope of the limited management services offerings must,
however, be carefully weighed. The CPA firm must fully evaluate
its competence to render the package of offerings, and it must
thoroughly consider the saleability of the package, principally
in terms of the needs of its particular clients. The steps involved
in the selection of services to be offered require a fair amount of
research. It is not enough to decide quickly to offer an initial pack
age of four services consisting, for example, of (1) financial fore
casting, (2) distribution cost studies, (3) cost system installation
and (4) insurance studies. As a minimum, the initial package must
be researched in terms of the following:
1. W hat are all of the services we can competently offer to our
clients right now, or with a minimum amount of additional
study?
2. Which of these services will meet with client acceptance—
or reworded, will enough of our clients be willing and able
to use all of these services?
3. Will the initial services offered, if accepted by our clients,
enhance their profitability?
13

The reasons why answers to these three questions are important
are probably obvious.
1. If a CPA firm offers a service which it is not truly competent
to render, it is merely inviting client dissatisfaction resulting from
a poor job, and discouragement within the CPA firm itself. There
fore, while the list of services to be offered need not be very long,
those on it must be ones which may be truly offered with a con
fidence of competence to perform.
2. It is equally important that the services on which the firm
plans to concentrate must have at least some degree of predeter
mined market. A CPA firm would be unlikely to advise a client
to proceed with plans to introduce a new product unless tests had
been conducted or some other reasonable proof of consumer
acceptability had been established. Even so, some CPA firms have
“tooled up” to offer services in which their clients proved to have
no interest at all. In other words, it is not enough to tailor the
initial package to fit the firm’s competence, it must also be care
fully thought out from the viewpoint of client acceptance.
In studying client acceptance, it is usually helpful to review a
client list, classified by size, industry and so forth. To over
simplify, it would probably not make sense to specialize in stand
ard cost system installations if 90 per cent of a firm’s clientele
were engaged in retailing; nor, should insurance studies be offered
to a clientele consisting principally of insurance companies. If
this is obvious, good—but the mistake has been made by others.
These firms now realize that a smaller package directed to the
specific needs of their particular type of clientele would have
resulted in getting their management services off the ground faster
than by offering a wider variety of services, most of which could
not find a market after a considerable investment of time and
money.
3. The third important factor in the selection of services to be
offered is their probable benefit to the firm’s clients. Stated an
other way—the first management services engagement with each
client should be a success. If a client can truly measure cost
savings, profit or profit potential from an initial management
14

services engagement, there will be little reason for a CPA firm not
to meet with client acceptance when other opportunities to serve
arise. As long as this pattern continues, the CPA’s management
services offerings and practice can grow. For the CPA who has
not carefully selected his offerings in terms of his own ability to
do a good job and his clients’ primary needs, continued acceptance
of additional offerings is likely to be considerably less than enthu
siastic. It it equally likely that the CPA himself will not find
encouragement to expand offerings in the face of what has been
less than complete self-satisfaction in performance.
W hat have other firms found to be the “best” services to select
for the initial package? In what areas have other firms been start
ing? A survey, conducted by the management services staff of the
AICPA in late 1961 to determine the growth of management ser
vices among the smaller CPA firms, gives some evidence on this.
One part of the questionnaire, which was directed to one thou
sand smaller member firms and practitioners of the Institute, asked
the respondents to indicate whether they had performed certain
areas of management services practice, on a separate basis, dur
ing the last five years, and further, whether they had performed
separate engagements in these same areas prior to five years ago.
The respondents were also asked to indicate whether they had
sought to perform engagements in these management services
areas during the last five years, and again, whether similar en
gagements had been sought prior to five years ago. The purpose of
these questions was, of course, to determine to what extent man
agement services practices had grown within smaller CPA firms
and, more particularly, in what areas of practice the growth had
taken place. They were also intended to determine the practice
areas in which CPAs had felt they could best serve their clients, as
shown by a policy of offering these services to their clients. The
instructions given in the questionnaire for this part are repeated
here in detail to assist in using the tabulation of replies which fol
lows.
“Please indicate, by checking in Column 1, in which of the fol
lowing management service areas your firm has performed sepa
rate engagements during the last five years. Please check in Col
25

umn 2 if your firm had performed services on a separate engage
ment basis in this area prior to five years ago. Check in Column 3
if your firm has sought separate engagements within the specified
management service area during the last five years and check in
Column 4 if such service was sought prior to five years ago.”
Answers to this part of the questionnaire were received from
374 smaller firms.
2_
Services
Separately
Performed
by Firm
Within
Last Five
Years

Services
Separately
Performed
by Firm
Prior
to Five
Years Ago

4_
Separate
Engagements
Sought in
Area Within
Last Five
Years

Separate
Engagements
Sought in
Area Prior
to Five
Years Ago

231

155

111

305

187

126

68

297

187

135

74

S ystem s D e s ig n a n d
In s ta lla tio n

316

S itu a tio n A n a ly s e s
( i.e ., m e r g e r o r
a c q u is itio n stu d ies,
m a k e o r b u y d e cisions)
F in a n c ia l P la n n in g
O ff ic e M a n a g e m e n t
and

E q u ip m e n t

258

168

104

65

232

118

112

43

224

155

119

70

o r In v e n to r y C o n tro l

169

108

83

45

C o s t D is trib u tio n S tu d ie s

132

91

61

43

B u d g e tin g
C o s t S ystem

D e s ig n

o r In s ta lla tio n
P ro d u c tio n , P u rc h a s in g

F u n c tio n a l O r g a n iz a t io n
S tu d ie s
In s u ra n c e S tu d ie s
P ric in g S tu d ie s
T r a ffic a n d T r a n s p o rta tio n

119

63

58

26

106

65

37

21

99

55

41

21

5

6

5

3

It is readily apparent from these responses that some manage
ment service practice areas have grown tremendously. The survey
results fail to disclose how many times these services were per
formed by each respondent, but the information is nonetheless
convincing. Furthermore, it is probably safe to assume that if budg
eting services, for example, are now being rendered by almost
twice as many firms as five years ago, the service is also being
rendered on much more than twice as many separate occasions.
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The management services areas of largest growth are those that
are closest to the conventional accounting function. Thus, budget
ing, financial planning, situation analysis (merger, acquisition,
make or buy decisions, etc.), office management and equipment,
cost systems or studies, and systems design and installation have
been areas of management services practice for a large majority of
the firms reporting.
Far down the list, on the other hand, are some services where
few smaller CPA firms have ventured to perform services. These
include traffic and transportation, in which there has been the least
activity with only 1 per cent of the firms reporting having done any
work, pricing studies (26 per cent); insurance studies (28 per
cent) and organization studies (32 per cent). The lack of activity
in traffic and transportation studies is not startling, but the fact
that only 28 per cent and 26 per cent of the respondent firms have
advised managements separately on their insurance programs and
pricing problems, respectively, is surprisingly low.
The growth of management service offerings by practitioners
and small firms also deserves special comment. It occurred in
every area il ste d in the survey, but the most dramatic change was
in the area of budgeting. Although only 11 per cent of the re
spondents sought engagements in budgeting prior to five years
ago, during the last five years 30 per cent of the respondents
geared themselves up and offered to perform this service. It would
be interesting to know how important a part the AICPA profes
sional development course in “Budgeting for Profit in Small Busi
ness” has played in the high growth rate of the offering and per
formance of this service. There is little doubt that the many
hundreds of CPAs and staff men who have taken the course have
been at least partially responsible for a good portion of this growth.
An interesting situation is revealed in the wide disparity be
tween the number of CPAs who reported performing in an area
compared to the number who actually offered the service to their
clients. For example, 81 per cent of the respondents reported hav
ing performed separate engagements in situation analysis during
the last five years—yet only 34 per cent actually offered the ser
vice. In this particular area of practice, it could be argued that a
CPA has no control over when the need for a merger or acquisition
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study will arise and that, therefore, these engagements are the re
sult of client request when the special situation occurs, rather
than the result of a CPA’s making known that he can render the
service. But consider financial planning, budgeting and office
management, three other areas in which CPAs often perform
separate engagements. Seventy-nine per cent of the respondents
perform financial planning, but only 36 per cent reported that the
service is actually offered to clients. In budgeting 62 per cent re
ported having performed the service, while only 30 per cent re
ported seeking these engagements. Office management is even
further apart—69 per cent perform but only 28 per cent offer.
Before a reader attempts to draw complete conclusions from the
foregoing, it may be helpful to analyze the management services
performed by other CPAs in terms of the size of their firms. Is it
not probable that certain areas of management services practice
are more readily handled by firms of one size, and more readily
acceptable to its typical clients, whereas a firm of different size,
but still a "small” CPA firm, would find concentration in other
areas to be of more benefit? Consider then the table on page 19,
which provides a comparison of the percentage of respondents
within each category of firm size that indicated they had per
formed the service.
The table leaves little doubt that, in general, the larger
the firm, the more management services work is performed. Yet,
in certain of the areas of management services practice, the pat
tern is not consistent. In advising clients on insurance matters, for
example, the trend works in the opposite direction—the smaller
the CPA firm, the more insurance studies are made for clients.
In spite of the disparity among the various sizes of CPA firms in
"times performed” it is nonetheless gratifying to observe that even
the smallest CPA firms show respectable percentages of perform
ance. Also, a comparison of survey data which space does not
permit to be reproduced here shows that the growth rate of per
formance during the last five years was at least as high in the rel
atively smaller firms as it was in the somewhat larger firms.
It is not necessary to dwell further on how the reader might
utilize the experience of others to determine how he can best get
started in services to management or expand his present offerings.
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Rather, he is advised to note the areas of practice in which the
most performance and most offerings to clients are being made. It
is logical that these are the areas that deserve concentration when
evaluating which services he can competently offer his clients, and
which ones they can profit from.

Finn Size

(Partners and Staff)
T o ta l-A ll
S ystem s D esig n
a n d In s ta lla tio n

1-5

6-15

81%

83%

16-25
98%

26-50

Respondents

90%

84%

S itu a tio n A n a ly s e s
(m e r g e r , a c q u is i
tio n , e tc .)
F in a n c ia l P la n n in g

73%

83%

93%

90%

81%

75%

77%

95%

95%

79%

O ffic e M a n a g e m e n t
and

E q u ip m e n t

B u d g e tin g

58%

71%

74%

100%

69%

55%

59%

84%

84%

62%

46%

57%

86%

95%

60%

40%

41%

63%

74%

45%

23%

33%

56%

74%

35%

C o s t S ystem D e s ig n
o r In s ta lla tio n
P ro d u c tio n ,
P u rc h a s in g o r
In v e n to r y C o n tro l
S tu d ie s
C o s t D is trib u tio n
S tu d ie s
F u n c tio n a l
O r g a n iz a t io n
22%

32%

39%

70%

32%

In s u ra n c e S tu d ie s

33%

28%

26%

16%

28%

P ric in g S tu d ie s

22%

27%

21%

58%

26%

1%

2%

0%

S tu d ie s

T r a ffic a n d
T r a n s p o rta tio n
Num ber of
R esp o n d en ts

123

179

43

0%

1%

29

374
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S e c tio n II
W H E R E D O Y O U F IN D M A N A G E M E N T
S E R V IC E S P E R S O N N E L ?

Who w ill do the work?
This problem has been a serious deterrent to many smaller CPA
firms that would have liked to start in management services prac
tice long ago but doubt they are qualified. The problem is typical
ly manifested in statements like, “We can’t afford specialists,” or
“We cannot even find enough capable staff men to keep up with
our regular work,” or “Even if we could find them, all of our part
ners are too busy to continually develop themselves in manage
ment services, let alone a staff.” And so it goes—with the result
that many firms will never get started unless they find a workable
solution to this problem.
It is interesting to remember, however, that every CPA firm
that is now formally offering management services faced the same
problem initially—and, moreover, as their management services
practices grew, the problem had to be continually solved and re
solved each step of the way. Therefore, while the problem is a dif
ficult one, other firms should find encouragement in the fact that
many CPA firms have made real progress in solving it.
This problem is closely tied in with the problem previously dis
cussed-selecting the services to be offered. As in the selection of
services, the smaller CPA firm must devote a certain amount of
time to planning and assessing its own abilities—not only in terms
20

of what should we offer, but if we offer it, can we produce results?
Therefore, the selection of services often can not be completed un
til the staffing for the work has been worked out. Each of the ques
tions is related to the other.
Once again, the experiences of others who have overcome this
problem would appear to be of practical value.
In the experience of many small firms, the breakthrough in re
solving this problem did not occur until the staffing problem was
solved right at the top—that is, until the firm assigned a partner
or senior staff man to take responsibility for the management
service function. There are some firms which believe, and per
haps they are correct in their thinking, that every partner should
participate in the tax function, the audit function and the man
agement services function. Other firms believe that few men can
be this proficient in as technical a profession as accounting. They
have found that, if a formal program of management services is
to be competently offered and staffed, with further expansion in
mind, one or more partners or senior staff men must be charged
with developing and training themselves to administer the in
ternal aspects of the function as well as the actual engagements.
It is not necessary in the small CPA firm that internal adminis
tration of this function be on a full-time basis. Experience dictates,
however, that unless one or perhaps two men within the firm are
not only “allowed,” but rather are “assigned” to spend some por
tion of their effort and concentration in this direction, progress
will be difficult. This is usually the first “staffing” problem to be
overcome. As in all development, research or new product pro
grams, someone must be charged with the responsibility of
running the show.
It is recognized that in the small CPA firm this assignment is
often easier to talk about than to make. Large firms are in the
position, from the viewpoint of availability of partners and staff
(as well as the all-important viewpoint of economics), to estab
lish separate management services departments within their firms.
They have been able to devote time and money on a fairly wide
scale to the development of their management services programs.
In some small and medium-sized firms this may also be possible
and, where it can occur, it will probably get results faster. But
21

there is considerable evidence that a smaller firm need not estab
lish a completely separate “department” staffed by a partner and
staff assistants who will be totally emancipated from all previous
regular work. This is an impractical approach in many smaller
firms, and the economic considerations alone have discouraged
some firms that have done this from continuing their experiment.
At the same time, the point must be made that some degree of
departmentalization and specialization in management services
should be recognized within each firm to the extent that continual
concentration may be leveled at the “getting started” and subse
quent expansion effort.
In short, while an absolute separate department need not be
built into the small firm from the outset, the successful program
does call for the selection of personnel to head the function. How
much time the partner assigned to head the function will devote
to management services can and will vary within each firm. The
important thing is that this be decided only after a careful evalu
ation has been made of what services will be offered, and a care
fully thought out program and timetable of progress has been
laid out and agreed upon within the firm.
W hat have other smaller GPA firms done in departmentalizing
their management services function? The survey referred to pre
viously attempted to determine the extent to which departmental
ization and specialization had taken place within smaller CPA
firms.
The survey questionnaire called attention to the fact that formal
departmentalization and specialization of management services
activity in the smaller CPA firm might not be practical in many
cases. At the same time, it explained, one of the purposes of the
survey was to determine what degree of departmentalization and
specialization, if any, had taken place in the respondent’s firm
during the last several years —regardless of whether or not the
firm had a separate management services “department,” per se.
The questions asked, together with a summary of the replies
from the 374 respondents who answered this part of the ques
tionnaire, follow:
1. Did your firm have a separate management services de22

partment in which a partner or manager and at least one staff
man spent substantially full time during the following years?
1961
Yes
No_
32
336

1956
Yes
12

No
334

1951
Yes
No
6
315

2. If not on a full-time basis, had your firm designated a part
ner or manager to be responsible for all of the management serv
ices activity of the firm during the following years?
1961
Yes
No
109
243

1956
Yes
No
46
282

1951
Yes
No
28
275

3. Please indicate the number of partners and staff personnel
that devoted substantially full time in management services work
during the following years:
1
2
3
4
5

1961
man —46
men —21
m en — 8
m en — 3
m en— 1

1
2
3
4

1956
man —26
m en— 5
men — 1
m en — 1

1951
1 man —16
2 m en— 3

The responses do not require much comment. There is obvi
ous evidence of a trend toward establishing separate departments
for the practice of management services, even though the smaller
firm is experiencing practical difficulties in overcoming the prac
tical barriers. Even more noticeable is the emphasis that smaller
firms are giving to the assignment of one man to be responsible
for the firm’s management services activity.
Further evidence of growing management services activity, as
well as the degree of departmentalization that is gradually creep
ing through many of the smaller firms, is indicated by the re
sponses to question 3. The increase in the number of partners
and staff who are devoting substantially full time to management
services work in the firms queried may not in itself appear sub
stantial, but the trends indicated by respondents in this, as well
23

as questions 1 and 2, are encouraging. Those who have been
placed in charge of all management services activity in their firms,
and the growing numbers of personnel who are devoting more
and more time to management services practice, may well provide
the nucleus for separate departments in the future for many of
these firms. At the least, the trend suggests that further formali
zation of many small firms’ management services organizations
is likely.

Selection o f other personnel
Once the firm organization has been established to the ex
tent that the responsibility for supervision and administration has
been assigned, the new partner or senior staff man in charge faces
a challenging situation. He and his associates will have discussed
the firm’s initial management services offerings. His first efforts
may have included the development of management services
questionnaires for use by other partners and staff, the solicitation
of help or perhaps education of other partners and staff in the use
of management letters1 or other methods of directing the clients’
attention to the management services being offered by the firm.
He may even have developed a management bulletin which will
be distributed periodically to clients to bring latest developments
to their attention.
I t must be hoped, however, that the new man in charge is not
too successful in these various endeavors of finding opportunities
to serve management until he and his associates have carefully
considered who will be available to actually perform the work.
Granted that the partner or senior man selected is competent to
supervise the activity and perform part of the work, he will still
need help. Otherwise, the administrative aspects of the function
will be neglected while he turns his attention to field performance.
1For additional material on the development of these tools, see AICPA Manage
ment Services Bulletin No. 6, The Review of the Management Controls of the
Small Business.
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But where does he find help? If it is hard to find good men to
perform the regular work, where do you find the more specialized
kind of personnel necessary to perform management services?2
There are, in general, four methods that have been employed by
smaller CPA firms to provide the staff to get their management
services work done. These methods are:
1. Hire men for the permanent staff from the "outside”
2. Engage outside specialists on a part-time basis
3. Refer the work, or utilize the help of another CPA firm
4. Utilize the existing staff after appropriate training.
An entire bulletin could be written to discuss the experiences
of others in the foregoing areas. This bulletin must necessarily
restrict itself to a few remarks about each of the methods in an
effort to provide readers with a few ideas on the subject and to
direct their thinking to the best possibilities of staffing in their
own circumstances.
1. Hiring from the outside is often thought to be the fastest
way of getting started, and it has been used by many small firms
to good advantage. It seems to be of particular advantage when
the firm is seeking a man or men to head up or rank high in the
firm’s management services program. Some small firms that have
been unable to assign one of their own partners or senior men to
supervise the activity have found that hiring a man from the out
side can be the answer. Men who have been in controllership are
particularly good candidates for the position. These men often
will have had a good deal of exposure to management’s problems
and will understand the management point of view. They will
probably also have had a depth of experience in various manage
ment accounting areas. Moreover, a man who has been in a re
sponsible financial position in industry will often meet with imme
2For a discussion of the qualifications desired of a management services staff
member, also see AICPA Management Services Bulletin No. 6, The Review of the
Management Controls of the Small Business.
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diate acceptance by a smaller business client —as will his ideas
for improving their operations and profitability. It is the practice
of the large CPA firms to seek this sort of individual for their
staffs. The smaller firm, if it decides to seek a man of this type,
might do even better in its selection if it were to find a man who
also has had some public accounting experience. In this case he
would, of course, understand both sides of the coin.
The small firm cannot add specialized outsiders to the perma
nent staff in most cases. This is particularly true at the outset
because of limited engagements and attendant economic reasons.
However, if the smaller firm can foresee the immediate need for
a specialist from the beginning, or if sufficient management serv
ices engagements are being received, the practice of hiring expe
rienced specialists from outside the firm may be the answer to
the staffing problem. It also has the advantage of leaving the
existing audit staff intact. On the other hand, the experience of
many firms that have tried to hire “intermediate priced” manage
ment services staff men is that they are not always easy to find.
The smaller firm would most often want men with a variety of
management services skills to provide flexibility within a smaller
management services practice. Finding men of this caliber at a
price the smaller firm can justify in terms of weighing salary cost
against anticipated chargeable time is often a deterrent. In short,
this approach has pros and cons which must be considered by the
smaller CPA firm.
2. Part-time outsiders are a good possibility in some circum
stances and geographic areas. In larger cities, where specialists
of all varieties most often exist, it is often possible to build up a
pool of contacts or sources on which a CPA firm may call when
the need presents itself. The firm that is not near a large indus
trial area will probably find this approach to be of little value.
Some firms have found it possible to engage part-time special
ists without too much difficulty. Other small firms have tried it
and have been unable to find them —or if they found help once,
the same people were not available the next time, and they gave
up the idea. Others have thought they had found the right man
or group, but have been disappointed with their performance.
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In the ideal situation, which a few firms have been able to
develop, they have been successful in locating specialists in EDP,
budgeting and accounting systems, inventory and production con
trol systems and so forth. These specialists are often self-employed
men who work individually or have small staffs trained within
their specialized areas. Some are CPAs. Others are semi-retired
executives who like to keep busy, but not necessarily continually.
In some larger cities, there are agencies which can help find these
retired executive specialists.
This approach to staffing has a number of pitfalls and is rarely
satisfactory in the long-run. In the first place, the fees charged
by these specialists often contribute to a higher fee to the client
than would be necessary if the work were performed by a perma
nent staff. There is always the problem of availability, continuity
in related engagements for the same client, and most importantly,
follow-through on the jobs they perform for the client. It is none
theless an avenue that has been used and one source of help which
every smaller CPA firm can consider in the light of its own cir
cumstances.
3. Referral to other CPAs, rather than reliance on the employ
ment of outsiders, is often a better way to assure that certain man
agement service engagements the firm is not staffed to handle are
competently performed and followed up. While management
services referrals within the profession are not yet commonplace,
there is evidence that they are continually growing in number.
The subject of referrals has been discussed pro and con for quite
some time, but it can be concluded by now that CPA firms can
work together successfully.
We have examples of this in other areas of accounting practice,
such as SEC and tax work. There are times when a company is
selling its stock to the public and its auditors do not have SEC
experience. The particular engagement is therefore referred to
another firm. When the special work is completed, the regular
work continues to be performed by the original firm, and the
whole problem works out very well for both CPA firms concerned.
This is also true in the tax field, where CPAs often do tax work
for other CPAs. Usually these instances involve extremely com
27

plicated situations, like foreign tax credit problems or some other
type of specialized tax practice. But it is the field of management
services that offers the greatest opportunity for referrals.
There are many CPA firms which are from time to time con
fronted by situations which are beyond their capacity and com
petence. These should be referred to other firms. In fact, the CPA
who handles the regular work is taking quite a risk if he, as they
say, “takes a chance on it himself.” There is a professional obli
gation for the CPA to carefully think over these situations and
see that they are referred to a firm which can handle them, if he
decides he cannot.
Why is there an advantage in referrals of management services
engagements? One thing is the flexibility which is usually avail
able in the arrangements. For instance, the referred accountant
(that is, the one to whom the work is referred) can handle the
work on a basis that he provides only supervision. Or he can
assume the responsibility, but use the staff of the referring firm.
Or the referred accountant can be used primarily in an advisory
capacity. Or, finally, the referred accountant can handle the en
tire engagement.
As can be seen, there is flexibility in referrals and it should be
possible to work out satisfactory arrangements in almost all cases.
4. Use of their own staffs is, in the opinion of most smaller
CPA firms, the best way to get the work done. Among the impor
tant advantages is the fact that the men selected are known. The
firm knows their technical qualifications, their personalities, their
ability to grow with the growth of the management services prac
tice. Another important advantage is the flexibility these staff men
can provide in serving both as audit and management services staff
men as the time dictates. This is, of course, particularly important
during the initial stages of the development of the management
services practice.
It is fairly well accepted that the men you select for manage
ment services usually will be the best audit staff men you have.
This is said with some qualification, however, because it has often
been found that some of the best management services men have
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been those who had lost interest in the audit work. Accordingly,
they probably are not the “best” audit staff, but they may none
theless be desirable candidates for management services work.
As has actually happened in several cases, the transfer of work
assignment has enabled firms to hold men that they would other
wise have lost. W hat is the logic behind this? Let’s examine it
briefly in terms of some of the characteristics that are most de
sirable in a management services staff man.
A staff man in management services work must be more than
the type of man that a firm can use safely but not too productively
in routine audit work. To be of any real value in the management
services effort, he should have had a basic accounting education
and some business experience involving organization, planning
or operations problems. Some of this experience will have been
developed only in a man who has been on the audit staff for a
number of years and has knowledge of the problems of numerous
clients. In spite of these fairly stiff requirements, it is likely that
the smaller CPA firm can find qualified men on its own staff. It is
strongly recommended that this source be investigated carefully
and utilized where it is possible.
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S e c tio n III
H O W C A N G O O D IN T E R N A L A D M IN IS T R A T IO N
A S S IS T IN T H E G R O W T H O F T H E M A N A G E M E N T
S E R V IC E S F U N C T IO N ?

I n some cases, management services activity has met with dis
couragement occasioned by intrafirm misunderstanding or a
lack of complete co-operation by some members of the firm, even
though the activity appeared to have the approval of the entire
firm at its introduction and consequently was vigorously under
taken. There are several questions to be answered in deciding how
the management services function will fit into the over-all oper
ations and policy of the firm, and the experiences of others shows
that it is worthwhile to spend some time at the outset to resolve
them. By doing so, disagreement or lack of support at later times
can often be avoided. The principal problems experienced by
others have stemmed from the fact that they failed to develop
clear firm policies to handle the questions that often arise regard
ing the management services practice.
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The man to be in charge of the growth of the management serv
ices function will be well advised to assure himself that a number
of potential problem areas do not arise within the firm. To deter
mine whether they might, the following are some of the questions
that he should ask himself:
1. W hat questions might arise on the part of some members
of the firm regarding the effect of the practice of management
services on the firm’s independence? Or, in other words, does
everyone within the firm agree as to the relationship that man
agement services work will have to the audit work and resultant
expressions of opinion?
The practice of management services by CPAs is well estab
lished as a sphere of public accounting practice. Furthermore, it
is widely accepted that the practice of management services does
not in itself jeopardize a CPA’s independence —but there still
appear to be questions in the minds of some CPAs regarding this,
which could result in less than full support for the management
services program within the firm.
The crux of the independence problem lies, of course, in the
area of decision-making. There is general agreement that this is
something the CPA must avoid. He must recognize that decision
making is the responsibility of his client’s management and that
his function is solely advisory. He must also realize that the prin
ciples of independence that apply to an audit engagement also
apply in the practice of management services.
In short, these standards of management services practice
within the CPA firm should be established to the satisfaction of
everyone within the firm at the outset to clear up potential prob
lems that could arise regarding independence.
2. Do we have a clear understanding throughout the firm as
to the competence question? Or, in other words, while a clear
determination may have been agreed to regarding services to be
offered originally by the firm, could any intrafirm disagreement
develop at a later time as to additional services? An example of
this problem can be simply stated. A client approaches the firm
and asks it to assist in a management services area which does
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not fall completely within the originally established list of serv
ices that all partners had agreed could be offered and rendered
competently. Should the engagement be accepted? Has a policy
been established for resolving the problem in the event of dis
agreement between an audit and a management services partner,
for example, as to whether appropriate competence exists in the
firm? There are cases where it has been logical for one reason or
another for certain members of a CPA firm to want to tread care
fully when accepting a management services job from a client
they have personally serviced on an audit basis for a long time.
In summary, then, it is important that an intrafirm policy be
set with respect to this potential problem and that a general
understanding should exist among all partners as to how it will
be applied.
3. Has a clear policy been established with respect to fee struc
tu re —that is, does the firm as a whole understand what rates
are to be charged? This is an area in which intrafirm understand
ing should be developed to avoid fee problems. All firm members
should have appropriate information that they can give accurately
to interested clients when they are assisting in arranging a man
agement services engagement. The reasoning behind the fee
structure should also be understood by the entire firm.
There is evidence that small CPA firms vary as to the rates
charged for management services work. This is undoubtedly the
result of the development of differing policies as to the fees that
should be charged. The results of the 1961 survey conducted by
the American Institute of CPAs give some useful insight into the
experiences of others in establishing their fee structures for man
agement services work. Specifically, the CPA firms were asked,
“How do your rates for management services work compare to
those charged for audit and tax work?
H ig h e r..........................L o w e r..............................
by 10%.......... ,25% ...........,50% ...........,75% ..........., 100%...........”
Three hundred and forty-one firms completed this section of
the questionnaire. Of the 341 firms, 207 reported that their man
agement services rates were higher than those charged for regu32

lar work. Only eight reported that they were lower, and 116 wrote
in that rates charged were the same. The 207 firms reporting
higher fees for management services indicated that management
services rates were higher by the following percentages:

10% Higher
25% Higher
50% Higher
75% Higher
100% Higher
Total

No.

% of Total

74
96
30
4
3

36%
46%
14%
2%
2%

207

100%

Of the eight firms that reported management services rates
lower than rates for regular work, six stated that rates were 10
per cent lower and two stated that they were 25 per cent lower.
CPA firms that are engaged in management services work gen
erally indicate that they have been able to obtain higher fees for
management services work. The foregoing responses bear this out.
However, it should be noted that 82 per cent of the smaller CPA
firms report that these rates are only 10 per cent to 25 per cent
higher.
It is generally believed that the management services fee struc
ture is somewhat higher than this in the national accounting firms.
This may be the result of (1) higher overhead (including a lower
ratio of chargeable time) and salary costs of specialists and (2)
the size of the typical client served. The great majority of smaller
firms do not have the higher costs to contend with, mainly be
cause they do not have separate specialized management services
departments within their organizations. The smaller CPA firm,
too, may encounter somewhat more fee resistance from smaller
business clients. Nonetheless, the overwhelming preponderence
of respondents reporting that their management service rates are
higher than those charged for regular work —yet are still appar
ently acceptable to clients —should encourage those firms that
have hesitated to enter the management services field for fear
they will have difficulty arranging an adequate fee structure.
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4. Has the firm 's policy been well established as to efforts to
be made to obtain management services engagements and as to
the co-operation to be expected of audit partners and staff in
assisting in this endeavor? In other words, will questions or dis
agreements arise regarding firm policy on the use of management
letters, or perhaps management services brochures which are
periodically sent by some firms to their clients? W hat effort will
be expected of the audit staff in the use of management services
questionnaires or other such tools utilized for locating operating
deficiences of clients.1
In short, the potential problem of what effort will be under
taken to obtain engagements should be resolved at the outset. A
clear understanding of the policies to be followed in this respect
can materially assist the growth of the management services
function.
5. Have procedures been established for regular communica
tion between the management services people and the rest of the
firm? This has been found to be important for the simple reason
that it keeps the entire firm continually aware of the management
services function and serves as a constant reminder of the need
for co-operation with the management services group. Further,
it can reduce possible embarrassment to the firm, such as might
arise from obvious lack of proper co-ordination among the vari
ous departments of the firm in their relations with the same client.
There are probably other potential problems which might arise
in a particular CPA firm that could retard the growth of manage
ment services. It is, therefore, advisable that the man in charge
of the management services function ascertain that there are
clear-cut policies regarding any other potential intrafirm prob
lems he can anticipate. The foregoing are believed to be uni
versally important, however, and it is recommended that they all
be thought through carefully.

1See AICPA Management Services Bulletin No. 6, The Review of the Manage
ment Controls of the Small Business, for additional information on the use of
questionnaires, management letters, etc., to locate operational deficiencies which
can lead to management services engagements.
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Sum m ary
The growth of management services practice in smaller CPA
firms has shown an ever rising trend over recent years. This bulle
tin has been written in the hope that it will contribute to the con
tinuance of that trend. If the preceding pages have provided
readers with worthwhile ideas, as well as encouragement which
will enable them to get started in management services practice
or to expand their current offerings, the purpose of this bulletin
will have been accomplished.
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Appendix A: Illustrations

H O W A S M A L L C P A F IR M S E L E C T E D T H E
S C O P E O F IT S IN IT IA L M A N A G E M E N T
S E R V IC E S O F F E R IN G S

A partner’s meeting provided the sounding-board for deter
mining the scope of management services for this typical small
CPA firm.
Partner A expressed distress when he learned that a client had
used the services of a management consultant and stated, “W hat
gets me is that we are competent to provide the same type of
service and, in addition, because of our audit relationship, we
could be in a better position to expedite the results achieved by
management in carrying out the recommendation.”
Partner B also had something to say, “Client X has been read
ing about the services CPA firms are offering their clients. Client
X asked me whether our firm engages in management services.”
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These statements led the firm to project a plan to develop a
management services department.

D efining the scope o f
management services
T he partners (four in number) went through the Classifica
tion of Management Services by CPAs, prepared by the American
Institute’s committee on management services by CPAs. They
also went through the descriptions of consulting services, as li ste d
in Appendix A to Chapter 25 of the CPA Handbook, and the man
agement audit programs which are found in Management Serv
ices Bulletin No. 6, The Review of the Management Controls of
the Small Business. In their study of these publications, the part
ners grouped the items in the Classification into four areas as
follows:
1. Services which the firm now stands ready to offer its clients.
2. Services which could competently be offered to its clients
with a minimum amount of additional research.
3. Services which could be offered to its clients only if addi
tional formal education or training were pursued.
4. Services which the firm could not expect to render to its
clients —at least in the foreseeable future.

Area 1
I t was determined that advisory services in the areas of budg
eting, cost control, internal control, financial requirements and
structures, form of business organization, cost reduction pro
grams, etc., were already well within their theoretical and prac
tical education and experience.
It was agreed that the firm had already, informally at least,
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rendered many of these types of advisory services. However, the
partners planned further expansion, on a formal basis, into all of
the categories that they listed in Area 1.

A rea 2
T he partners then scrutinized the services listed in Area 2.
They decided that requests for advice in this area would be han
dled with caution. Each potential engagement would have to be
surveyed as the particular request or situation arose.
As a part of additional study of the possible scope of its man
agement services, the partners analyzed their clients by types of
trades, industries and services. In doing this, it was noted that
the majority of their clients could be classified as engaged in light
manufacturing. Based on this analysis, they arranged to subscribe
to trade journals and other publications directed to this group.

Area 3
T he advisory services that the partners categorized in Area 3
were temporarily laid aside so far as formal offerings were con
cerned, but it was decided to engage in a program which would
lead to firm competence in all of these areas within a period of
five years —some sooner. Partner C, a man relatively new to the
firm but with appropriate experience, was put in charge of plan
ning this program.

A rea 4
advisory services were classified in this area
as services in which the firm, because of its size or type of clien
tele, could not expect to become engaged in—as well as those serv
ices which the partners did not believe would fit the CPA’s basic
education or the experience of the firm’s members.
of the other
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Conclusion
Commented a partner, "That meeting, six years ago, is respon
sible for approximately 20 per cent of our current income, and
we are not through yet.”
Voiced another partner, "And the emphasis on management
services offerings alone has not accounted for our total growth.
Because of many of the management services we have rendered
to our clients, they have grown to the point where we are real
izing larger fees from the audit engagement or other regular
work.”
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A N U N U S U A L A P P R O A C H T O O R G A N IZ IN G
T H E M A N A G E M E N T S E R V IC E S D E P A R T M E N T
IN A S M A L L C P A F IR M

T his firm consists of five partners and thirteen staff members,
excluding secretarial help. In the past, clients have been assigned
to partners largely on the basis of type of business. The firm is
one of long standing, and all of the partners know the operations
of their clients almost as well as do their clients. During the years,
these partners, in addition to the regular audit work, have ren
dered various management advisory services, both informally
and on a formal basis. As the advisory function became more and
more pronounced in literature —and more specialized in nature
—the partners decided to take a closer look at this function and
consider a change in the organizational structure of their firm to
handle it.
These partners realized that they had always rendered some
management advisory services. Informally at least, they had
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rendered many types of service in areas of finance, systems, and
situation analyses (buy or sell or acquisition proceedings, for
example). The partners decided that the existing structure could
probably remain the same for engagements of this type and simi
lar engagements that all CPAs, through their formal education
and internship programs, should be competent to render.
The partners then took an inventory of (1) consulting services
rendered their clients by non-CPA firms, (2) consulting services
which the CPA firm had referred to other CPA firms or others on
behalf of the client, and (3) the types of services the CPA firm
could expect to render to its particular clients if emphasis were
given to management advisory services. In analyzing this group
further, it was found that high on the li s t would be those which
could be generally classified in the area of production standards
and controls. Further, if the firm had had a partner who was com
petent in this area and in electronic data processing, it would
have been qualified to offer these management advisory services
to its clients —80 per cent of whom could benefit from them.
This firm was successful in finding a man from the outside with
appropriate qualifications. He was a CPA who had his own prac
tice. However, he was more interested in the area of manage
ment advisory services than in the audit area, and his practice
was more or less specialized. He, therefore, merged his practice
with the CPA firm. Although this new partner is in charge of the
management services department, it should be noted that he is
involved only in those areas of service which the old partners
did not feel qualified to render. This left the new partner in a
flexible position with ample time to perform special engagements
as they arose, to develop a management services department, and
to be available to other partners and clients for consultation on
other management advisory services engagements.
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H O W A C O N T IN U O U S P L A N O F S T A F F T R A IN IN G
IN M A N A G E M E N T S E R V IC E S W A S D E V E L O P E D
B Y A S M A L L C P A F IR M

T he partners of this small CPA firm were aware that they
must begin “investing” in the firm’s future if it was to expand to
a broader range of management services. Accordingly, they de
veloped a fairly comprehensive plan for continuing education in
management services and undertook a program of training the
staff on the job and through staff meetings and formal education
off the job.
Here is the way it works.
A staff meeting is held quarterly. At this meeting a partner
explains how a management advisory engagement arose. He then
explains the approach that was taken and how it was solved. This
has the purpose of informing everyone of what the firm has done,
but more importantly it is also intended to create an awareness
of the possibility of rendering such service to other clients.
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For example, at a recent meeting a partner pointed out that in
auditing a client’s records it was found that transactions which
had been recorded in the ledgers had to be substantially reclassi
fied in order to present the income from operations and the
financial position. Through the need for reclassification, and as
the work progressed, it became obvious that the accounting sys
tem was inadequate to provide the information necessary for a
thorough analysis of the company’s operations. The auditor called
in the management advisory services partner who, in turn, met
with the client.
The client stated that he had been in a cash bind for several
months, but had not been able to get help from his bank. The
bank had been puzzled, he stated, by certain of the information
in the statements the client’s staff had prepared. As a result, the
CPA firm received an engagement which included a complete
revision of the chart of accounts, a complete analysis of the ac
counting transactions for the prior year, the preparation of a cash
forecast, and recommendations as to feasible financial planning,
both for the present and in the long term.
Hearing of this engagement focused an audit staff member’s
attention on the fact that the company which he was presently
auditing had just about the same problem. Maybe the manage
ment services people should look into this one, too, he thought.
This was followed up and it led to a similar engagement.
In addition to quarterly staff meetings, the plan provides that
the personnel and performance records of staff members who
have been with the firm more than one year be periodically ex
amined. This is done to determine who may be likely candidates
for transfer to the management advisory services staff. The part
ners then exchange impressions of each possible candidate to
determine whether he has shown an interest in the operational
affairs of clients. Is he the type that scrutinizes the manufacturing
operation, storerooms, etc., and asks the whys and wherefores?
This is the type of staff accountant that experience indicates will
become the most valuable staff member of the management serv
ices department. After selecting the men they expect to be most
successful in the management services department, a projection
is made of the training courses necessary to enhance their imme
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diate competence, as well as the funds (and investment of staff
time) which would be required.
The firm underwrites the cost of all courses for these men which
relate to the management services area. Advanced courses in cost
accounting, marketing, management, etc., are examples. None of
these, incidentally, are included in the educational requirements
for the CPA examination. It should be noted that the staff takes
these courses at night, and therefore little, if any, chargeable time
is lost because of the formal staff training.
The firm also budgets two weeks of full-time study each year
for every man in the management services department. This
allows the present, and sometimes the potential management
services staff members to take the professional development
courses of the American Institute of Certified Public Accountants
in management services subjects. This time may also allow the
staff to attend seminars given by the American Management
Association, or attend schools that provide seminars in areas of
management, or introductory courses in automated data process
ing.
A potential danger was envisioned when the firm embarked on
this program. There could be no guarantee that, after investing
in its staff, a staff member would stay with the firm for an appro
priate pay-back period. In reality this did not prove to be a prob
lem. The firm enjoys a continually growing management services
practice, the benefits of which are enjoyed by all concerned. It is
a logical assumption that the continual growth of management
services practice in this firm is due in good part to the program
of communication and staff training it has developed.
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H O W A P R A C T IT IO N E R S U C C E S S F U L L Y
S P E C IA L IZ E D IN A M A N A G E M E N T
S E R V IC E S P R A C T IC E

Shortly after attaining his CPA certificate, Mr. Woods chose
to cast his lot with industry. For some ten years he was involved
with preparing data for managerial decision-making, establishing
and improving systems, and with installing and operating elec
tronic data processing equipment (even to the extent that he
learned how to wire panels). This by no means encompasses all
of his activities, but is only indicative of the type of experience
that he had.
Everyone occasionally takes stock of his achievements and
future goals. This CPA was no exception. His goal was to estab
lish his own practice as an independent CPA, applying to small
business the experience he had received in industry. This he did
with the help of another accountant and a secretary. His prac
tice, initially, was made up of a few audit clients and a number
of write-up engagements.
Here is the unique part of this illustration. A few years later,
Mr. Woods decided to install automatic data processing equip45

ment in his office. This decision was not made to offer the services
of a service bureau, but rather, he looked upon the equipment as
a tool to provide the basis for an extension of the services regu
larly performed by him for his clients. He believed that by estab
lishing a system which would incorporate all write-up engage
ments he could hire someone to punch cards rather than manu
ally write up books. It was also his belief that he could utilize
idle capacity by accumulating operating and economic data on
audit clients.
One problem confronting Mr. Woods at the time he started this
service was how he would secure from clients the necessary data
with which to work. Another question, how he should perform
this type of service, was answered by dividing his clients into
three categories: (1) the usual write-up type client —which in
his case was the least popular and least profitable work, (2)
clients who do the work in their own offices (manually —with
their own bookkeeping staff —and whose work he would audit),
and (3) clients with automated equipment of their own for whom
he would perform audit services.

W rite-up clients
I t was Mr. W oods’ opinion that all businesses fundamentally
required the same information and he, therefore, designed a basic
standard system which provided this information. When he first
installed the automated data processing equipment, he trans
ferred all of the write-up accounts to punched cards at no addi
tional cost to the client. As a result, he found it became practical
to take on more write-up work, which he did. Further, significant
economies in his operation were gradually achieved, since a key
punch operator could work from the same source documents as
his staff would have normally used in the manual write-up oper
ation.
He then would prepare monthly financial statements for write
up clients, utilizing the comparative financial position form. T h is
type of statement pointed to changes in the financial structure
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by month and by year to date, often giving his clients valuable
managerial information for the first time.

Clients who do the work
in their own offices
Since there was ample available time on the automated data
processing equipment, Mr. Woods began transferring part of the
client’s financial data to punched cards. Further, with little, if
any, additional cost to the client, he garnered additional data.
He then “instructed” his equipment to determine analyses and
trends in the client’s business and matched this with available
trade analyses and trends.
As a by-product of this information a monthly “management
book” was produced. This book contained comparative state
ments by month and year to date, ratios, analyses of trends, etc.
It did not take long before this “management book” began to
be noticed by his clients.
A client noted that his cash was diminishing to a point of con
cern. This led to an engagement to analyze the related accounts,
with the result that a revised credit policy was established, and
inventory controls were set-up.
Another client noted from a “management book” prepared for
him that some of his stores were loss stores, and had been for
some time. This led to an analysis which resulted in closing some
stores. After this engagement the client sought advice on central
ized warehousing and stock control. Still later, fixed asset controls
were established.

Clients w ith automated
equipment o f their own
Since Mr . W oods was actively engaged in the area of elec
tronic data processing and was an imaginative CPA, his manage
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ment services engagements for this group of clients consisted
mainly of programming. On an audit engagement, he was able
to audit the clients system under conditions controlled by him.
This included, for example, proving receivables, listing expenses
and tabulating the details of the inventories. Knowing through
his audit work that this CPA was familiar with automatic data
processing equipment led a well-known automobile producer to
engage him to establish inventory control procedures within one
of its branches. Once management decided to adopt the program,
the CPA and personnel in this branch served as instructors in the
installation of a similar system at other branches.
Did Mr. Woods take a big chance in obtaining ADP equipment
with so few uses for it? “No,” says he. “I didn’t go wild in getting
all the accessories for my ADP set-up. I would rather run the
cards through several times because I have the available capacity.
W hat’s more, doing mechanical work mechanically allows me
additional time for interpretation of financial data and operational
diagnosis, which should be the CPA’s forte.”
As a side light, Mr. Woods’ firm now consists of thirty staff
members, excluding secretarial help!
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Appendix B: References
R E F E R E N C E L IS T F O R F U R T H E R S T U D Y

U nfortunately, there is not a great deal of reference mate
rial on the subject of starting or expanding a small CPA firm’s
management services practice. In addition to the publications of
the AICPA in the management services series, the reader is re
ferred to the following articles which deal with the subject.
“Management Services—A Local Firm Approach,” by George
S. Olive, Jr., CPA, The Journal of Accountancy, April 1960.
This article discusses the ground rules for operating a manage
ment services department. It illustrates types of services which
can be rendered by a firm expanding into this area, including one
firm’s successful experience in staffing for this purpose.
“Management Services for Small Clients,” by Ralph F.
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L ewis, CPA, The Journal of Accountancy, September 1960.
An article describing how a CPA can expand his practice be
yond traditional accounting services by concentrating on what
he can do well. Nine subjects relating to normal areas of practice
are used as a basis for demonstration.
“Scope and Administration of Management Advisory Serv
ices,” by N orman J. E lliott, CPA, The New York Certified
Public Accountant, October 1961.
An article covering the process of initiating or expanding man
agement services. It contains advice and some words of caution
dealing with the scope of services, staff procurement and train
ing, fees, etc.
“How a Medium-Sized CPA Firm Developed Management
Services.” Management Controls and Information Depart
ment, The Journal of Accountancy, October 1961.
An illustration of the experiences of one firm in organizing a
full-scale management services department, after offering these
services to clients on an informal basis for several years.
“The Future of the Local Practitioner,” by Robert E. W it
CPA, The Journal of Accountancy, June 1962.

schey,

The author predicts that widely expanded activities in manage
ment services will create new demands on the CPA, and suggests
several avenues through which the practitioner can prepare to
meet these demands.
The reader is also referred to A Study of Management Services
by CPAs, by James E. Redfield, CPA, Bureau of Business Re
search, The University of Texas, Austin, 1961. The book presents
a detailed study of the many problems confronting the CPA in
the area of management services, based on a survey of practicing
CPAs in the state of Texas.
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